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OPIC-12 LAB-06 SIL-01 L-03 H-03 PA-04 PRS-01 USIA-15 
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FM AMEMBASSY BRIDGETOWN 
TO SECSTATE WASHDC PRIORITY 0000 
INFO AMEMBASSY GEORGETOWN 
AMEMBASSY KINGSTON 
AMEMBASSY PORT OF SPAIN 

CONFIDENTIAL BRIDGETOWN 0130 

E.O. 11652: GDS 

TAGS: EFIN ECON ETRD EGEN 

SUBJ: POSSIBLE PEGGING OF BARBADOS CURRENCY TO US DOLLAR 
REF: BRIDGETOWN A-185 (1973) 

STATE PASS EXIM AND TREASURY 

1. GOB MAY BE CONSIDERING TYING BARBADOS' CURRENCY TO US 
DOLLAR IN LIGHT OF UNCERTAIN FUTURE OF UK ECONOMY AND POUND 
STERLING. RECENT DECLINE OF STERLING HAS CREATED TURBULENCE 
IN LOCAL BUSINESS CIRCLES AND GOB. FACED WITH 1973 INFLATION 
RATE OF 25.9 PERCENT. FEARS FURTHER INFLATIONARY PRESSURES 
THAT WILL ENSUE AS POUND DECLINES. GOB ALSO FEARS THAT 

UK MAY BECOME UNWILLING OR UNABLE TO CONTINUE PRESENT 
GUARANTEED SUPPORT OF BARBADOS DOLLAR AT 4.80/1. 

2. LOCAL US BANKERS, POINTING TO ALLEGED RECENT GOB MEETING 
IN US WITH FEDERAL RESERVE OFFICIALS (AND POSSIBLY IMF), 
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CLAIM THAT MOVE FROM STERLING TO US DOLLAR COULD TAKE PLACE 
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AT ANY TIME. SOME (BUT NOT ALL) LOCAL BANKERS ARE OF VIEW 
THAT PEGGING BARBADOS CURRENCY TO US DOLLAR WOULD RESULT IN 
INCREASED AVAILABILITY OF DOLLARS LOCALLY AND SOME EASING 
OF PRESENT TIGHT MONEY SITUATION. MOST ALSO HOLD VIEW THAT 
TIE TO DOLLAR WOULD RESULT IN EARLIER RE ADIU STMENT OF LOCAL 
TARIFF SCHEDULES (AND COMMONWEALTH PREFERENCES). 

3. UK'S SUPPORT GUARANTEE FOR BARBADOS DOLLAR UNDER BASEL 
AGREEMENT GUARANTEES GOB REDEMPTION OF ITS ASSETS IN UK 
AT 4.80/1 RATE. THIS AGREEMENT EXPIRES MARCH 31, 1974. SOME 

LOCAL FINANCIERS CLAIM THAT UK WILL WISH TO CONTINUE GUARANTEE 
IN ORDER TO KEEP GOB (AND OTHER COMMONWEALTH) RESERVES; 

HOWEVER THERE IS CONSIDERABLE DOUBT THAT UK HAS ABILITY TO 
MAINTAIN SUPPORT AT SUCH A HIGH LEVEL FOR VERY LONG. MANY 
FEEL THAT POUND WILL NOT RETURN TO 4.80/1 LEVEL FOR SOME 
TIME, IF EVER. AND THAT ONLY REASONABLE SOLUTION FOR BARBADOS 
IS TO OPT FOR US DOLLAR PEG TO CONTROL INFLATIONARY PRESSURES. 

4. OF IMMEDIATE CONCERN TO GOB ARE EXCHANGE LOSSES TO BE 
SUFFERED ON SUGAR EXPORTS (WHICH ARE ALREADY PRICED BELOW 
PRODUCTION COSTS; ACCORDING TO WISA); EXCHANGE RATE LOSSES 

BEING SUFFERED BY SMALLER LOCAL BUSINESSMEN WHO HAVE INSUFFICIENT 
FUNDS TO PROVIDE THEMSELVES FORWARD COVERAGE, AND, OF COURSE, 
BURGEONING INFLATION, BEING EXACERBATED BY POUND'S DECLINE. 

5. GOB CENTRAL BANK, IN RESPONSE TO EMBASSY QUERY, RECOGNIZED 
POSSIBLE NEED TO REACH DECISION IN NEAR FUTURE ON STERLING 
TIE BUT CLAIMED THAT ANY READJUSTMENT WAS IMPRACTICAL PRIOR 

TO MARCH 31 BECAUSE OF STERLING AGREEMENT AND FACT THAT BARBADOS 
IS STILL IN PROCESS OF REDEEMING EASTERN CARIBBEAN CURRENCY 
AUTHORITY (ECCA) CURRENCY. (GOB WILL ISSUE ITS OWN COINAGE 
FEB 4.) CENTRAL BANK MANAGING DIRECTOR TIN TUN (ON LOAN TO 
CENTRAL BANK FROM IMF) AGREED WITH VIEW THAT STERLING IS 
NOT LIKELY TO RETURN TO 4.80/1 LEVEL, BUT HE CLAIMED NO GOB 
PLANS EXIST FOR RE-PEGGING BEFORE EXPIRATION OF SUPPORT 
AGREEMENT AND FULL ISSUANCE OF BARBADIAN CURRENCY. HE ADMITTED 
THAT SUCH MOVE WOULD HAVE TO BE CONSIDERED SUBSEQUENT TO THAT 
TIME. (EMBASSY UNDERSTANDS THAT CENTRAL BANK GOVERNOR COURTNEY 
BLACKMAN IS CURRENTLY IN US ENROUTE FROM C-20 MEETING IN ROME 
TO BARBADOS, WHERE HE IS DUE JAN 23.) 
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Y. WE HAD EARLIER REPORTED THAT DIRECTION OF TRADE AND 
LOOSENED TIES WITH UK WOULD EVENTUALLY ORIENT BARBADOS FURTHER 
TOWARD NORTH AMERICA (REFAIR). APPARENTLY WEAKNESS OF STERLING 
IS PRECIPITATING A DECISION SOONER RATHER THAN LATER. WE ARE 
NOT ABLE TO TELL AT THIS STAGE WHAT INTENTIONS OF GOB ARE. 

SOME CLAIM THAT RE-TYING OF BARBADOS CURRENCY TO US DOLLAR 
IS POSSIBLE AND EVEN ADVISABLE BEFORE MARCH 31. 1974 DESPITE 
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CENTRAL BANK DENIALS. GOB POLICY MAY WELL DEPEND MORE ON 
HEALTH OF STERLING THAN LOCAL OR REGIONAL FACTORS. IT WOULD 
SEEM THAT ANY FINAL GOB DECISION WOULD BE SUDDEN AND 
UNANNOUNCED TO DISCOURAGE SPECULATIVE GAIN. 

7. MAIN SIGNIFICANCE OF GOB CURRENCY REORIENTATION WOULD BE 
FACT THAT EVENTUAL TARIFF REALIGNMENTS WOULD SEEM TO FAVOR 
US OVER OTHER COUNTRIES. MAJOR IMMEDIATE EFFECT OF DOLLAR 
PEG WOULD BE REVERSAL OF IMPROVING EXCHANGE RATE ADVANTAGE 
ENJOYED BY DOLLAR OVER BARBADOS DOLLAR BECAUSE OF STERLING 
DECLINE. CONVERTIBILITY WOULD PROBABLY NOT BE IMMEDIATELY 
EFFECTED BEING AT THIS STAGE MORE A FUNCTION OF GOB POLICIES 
THAN CURRENCY ORIENTATION. 

DONOVAN 
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